CONTENTS 

Ex^onomic  Report  of  the  President 

Page 

New  Economic  Environment .  3 

Vietnam  and  Our  Economy .  4 

The  Principles  of  Economic  Policy .  5 

Our  Economic  Gains .  6 

Jobs,  Incomes,  and  Production .  6 

Gains  for  the  Disadvantaged .  8 

Strengthened  Payments  Balance .  9 

The  Record  of  Costs  and  Prices .  9 

Economic  Outlook  for  1966 .  10 

Fiscal  and  Monetary  Policy .  10 

The  Uncertainties .  11 

Maintaining  Cost- Price  Stability  in  1966 .  12 

International  Economic  Policies  for  1966 .  13 

Balance  of  Payments .  13 

Trade .  14 

International  Monetary  Reform . 14 

Economic  Assistance .  15 

Urban  Problems  and  Policies .  15 

Transportation .  16 

Controlling  Pollution .  16 

Labor  and  Management .  17 

Union  Security  Agreements .  17 

Strike  Emergencies .  17 

Unemployment  Insurance .  17 

Fair  Labor  Standards .  17 

Tax  Reform  AND  Simplification .  18 

Financial  Institutions  in  Our  Changing  Economic  Environment.  18 

Consumer  Protection .  19 

Conclusion .  19 

Annual  Report  of  the  Council  of  Economic  Advisers* 

Chapter  1.  Approaching  Full  Employment .  31 

Chapter  2.  Prospects  for  Cost-Price  Stability .  63 

Chapter  3.  Strengthening  Human  Resources .  94 

Chapter  4.  Areas  for  Further  Legislative  Progress  in  1966. .  116 

*  For  a  Jetailtd  table  of  contents  of  the  Council's  Repott,  see  page  <7. 


Ill 


Page 

Chapter  5.  Progress  and  Problems  in  Agriculture  .  > .  131 

Chapter  6.  The  International  Economy .  140 

Chapter  7.  The  Employment  Act;  Twenty  Years  of  Policy 

Experience .  170 

Appendix  A.  Major  Legislation  and  Administrative  Actions  of 

Economic  Significance  IN  1%5 . '  187 

Appendix  B.  Report  to  the  President  on  the  Activities  of  the 

Council  of  Economic  Advisers  During  1965 .  195 

Appendix  C.  Statistical  Tables  Relating  to  Income,  Employ¬ 
ment,  AND  Production .  203 


IV 


r 


r 


CONTENTS 

Pac» 


Chapter  1.  Approaching  Full  Employment .  31 

Progress  Toward  Full  Employment .  32 

Sources  of  Strength . s  . . .  34 

The  Recent  Record .  38 

The  Balance  of  the  Eiconomy  Today .  39 

Balance  of  Output  and  Potential .  39 

Balance  of  Investment  and  Saving .  42 

Financing  Balanced  Expansion .  44 

Pattern  of  Credit  Flows  and  the  Demand  for  Funds .  44 

Position  of  Financial  Institutions .  46 

Position  of  Borrowers .  47 

Monetary  Policy .  49 

The  Current  Fiscal  Program .  52 

The  Impact  of  1965  Budget  Actions .  52 

Fiscal  Plans  for  1966-67 .  53 

The  Outlook  for  Economic  Activity .  54 

Gains  by  Sector .  55 

Key  Role  of  Business  Fixed  Investment .  56 

The  Impact  of  Defense .  58 

The  Need  for  Flexibility .  60 

Contingencies  in  1966 .  60 

Longer-Run  Outlook .  62 

Chapter  2.  Prospects  for  Cost-Price  Stability .  63 

Determination  of  the  Price  Level .  63 

The  Price  Record .  65 

Supply  and  Deinand  in  the  Product  Markets .  67 

Operating  Rates  of  Industries .  67 

Backlog  of  Orders .  69 

Supply  and  Demand  in  the  Labor  Markets .  71 

Outlook  for  Labor  Markets  in  1966  .  73 

Employment  Goals .  75 

Labor  Cost  Trends .  76 

Wages .  78 

Productivity  and  Unit  Labor  Costs .  79 

Costs  and  Prices  in  Selected  Problem  Areas .  80 

Food .  81 

Nonferrous  Metals .  82 

Machinery .  83 

Constructicrti . 85 

Medical  Services .  86 

Outlook  for  Cost-Price  Stability  in  1966 .  87 

GuidepKwts  for  Noninflationary  Price  and  Wage  Behavior. . .  .>  88 

Increasing  Importance  of  the  Guideposts .  88 

The  Guideposts  Restated .  89 

Exceptions  to  the  General  Guideposts .  91 

27 


I 


I 

4 


Chapter  2. — Continued  Pa*e 

Guideposts — Continued 

Short-Run  and  Trend  Elements  in  Productivity .  91 

Guidepost  Policy  on  Prices .  93 

Chapter  3.  Strengthening  Human  Resources .  94 

Education .  94 

Building  the  Ladder  of  Educational  Opportunity .  96 

Active  Manpower  Policies .  99 

Training  Programs .  99 

Improving  the  Efficiency  of  the  Labor  Market .  99 

Raising  Labor  Productivity .  100 

Health .  100 

Cost  of  Illness .  102 

Public  Policy  and  Legislative  Accomplishments .  103 

Equality  of  Opportunity .  107 

Prosperity:  A  Condition  for  Negro  Progress .  108 

Civil  Rights  Laws  and  Economic  Discrimination .  109 

Economic  Cost  of  Discrimination . 110 

Reduction  of  Poverty .  110 

Changes  in  Poverty:  1959-64 .  Ill 

Income  Maintenance ....  .  114 

Chapter  4.  Areas  for  Further  Legislative  Progress  in  1966. .  116 

The  Urban  Environment .  116 

Improving  Our  Cities .  117 

The  Abatement  of  Pollution .  119 

Programs  for  Pollution  Abatement .  120 

New  Federal  Leadership  in  Pollution  Abatement .  123 

Efficiency  in  Transportation .  124 

Cost-Oriented  Rates .  126 

Comprehensive  Policy  Planning .  128 

Flexibility  in  Transport  Investment .  128 

Spieed  of  Response  to  Technological  Change .  129 

Maritime  Policy .  129 

Chapter  5.  Progress  and  Problems  in  Agriculture .  131 

Commercial  Agriculture  in  the  1960’s .  132 

Structural  Changes .  133 

Farm  Income .  134 

Poverty  in  Agriculture .  134 

The  Export  Market .  136 

Farm  Commodity  Stocks .  137 

Farm  Policy  in  the  1%0’s .  138 

The  Food  and  Agriculture  Act  of  1965 .  138 

National  Commission  on  Food  and  Fiber .  139 

Chapter  6.  The  International  Economy .  140 

The  Less  Developed  Countries:  Progress,  Problems,  and  Policies.  140 

Foreign  Assistance .  141 

Improving  Trade  Prospects .  144 

28 


I 


Chapter  6. — Continued 

Recent  Change  in  the  Developed  Countries .  145 

The  Growth  of  International  Trade .  146 

Problems  of  Rapid  Growth  and  Integration .  146 

Developments  in  1965 .  148 

Improving  the  International  Monetary  System .  149 

The  Adjustment  Process .  150 

International  Liquidity  Arrangements .  155 

U.S.  Balance  of  Payments .  160 

Measures  of  Deficit  or  Surplus . 160 

Developments  and  Policies  in  the  1960’s .  163 

Growth  of  Private  Capital  Outflows .  163 

The  February  1965  Program .  165 

Program  for  1966 .  167 

U.S.  Trade  Position .  167 

Conclusion .  168 

Chapter  7.  The  Employment  Act;  Twenty  Years  of  Policy 

Experience .  170 

The  Act  and  Its  Background .  170 

Avoiding  Depressions  and  Booms .  172 

Combating  Recessions .  172 

Containing  Inflationary  Pressures .  176 

Evolving  Problems  and  Policies .  177 

Inadequate  Demand  in  Expansion .  177 

Inflation  at  Less  Than  Full  Employment .  178 

Economic  Policy  Today .  180 

The  Nature  of  Cyclical  Instability .  180 

Policy  for  a  Growing  Economy .  182 

Prerequisites  of  Successful  Policy .  184 

Information .  184 

Professional  Knowledge .  185 

Public  Understanding .  185 

Conclusion .  186 

Appendixes: 

A.  Major  Legislation  and  Administrative  Actions  of  Economic 

Significance  in  1965 .  187 

B.  Report  to  the  President  on  the  Activities  of  the  Council  of 

Economic  Advisers  During  1965 .  195 

C.  Statistical  Tables  Relating  to  Income,  Employment,  and 

Production .  203 

Tables  List  of  Tables  and  Charts 

L  Changes  in  Gross  National  Product  Since  Early  1961 .  35 

2.  Changes  in  Employment  and  Income  Since  Early  1961 .  36 

3.  Planned  and  Actual  Expenditures  for  New  Plant  and  Equip¬ 

ment,  1964-65 .  37 

4.  Net  Funds  Raised  by  Private  Domestic  Nonfinancial  Sectors, 

1953-65 .  45 


4 


^9 


79.>-983  O— 6ft - 3 


List  of  Tables  and  Charts — Continued 
Tables — Continued  Pace 

5.  Relation  of  Selected  Commitments  of  the  Household  Sector  to 

Disposable  Personal  Income,  1951-65 .  48 

6.  Changes  in  Commercial  Bank  Credit,  Money  Supply,  and  Time 

Dep>osits,  1963-65 .  51 

7.  Defense  Impact  in  Relation  to  GNP,  Korean  War  Period  and 

Current  Period .  59 

8.  Changes  in  Wholesale  Prices,  l%l-65 .  66 

9.  Manufacturing  Capacity  Utilization,  1964—65  .  68 

10.  Capacity  Utilization  and  Change  in  Output  of  Selected  Indus¬ 

tries,  1964-65  .  69 

11.  Changes  in  Employment,  l%l-65 .  72 

12.  Unemployment  Rates  for  Selected  Groups,  19o0-65 .  72 

13.  Changes  in  Consumer  Prices  for  Medical  Care,  1947-65 .  86 

14.  Health  Indicators,  Selected  Years,  1940-64 .  101 

15.  Economic  Costs  of  Illness,  1963 .  103 

16.  Selected  Measures  of  Discrimination  and  Inequality  of  Oppor¬ 

tunity,  1965 .  108 

17.  Number  of  Poor  Persons  and  Incidence  of  Poverty,  1959-64. . .  Ill 

18.  Number  of  Poor  Households  and  Incidence  of  Poverty,  by  Race, 

1959  and  1964 .  112 

1 9.  Incidence  of  Poverty  and  Distribution  of  Poor  Households,  1 964 .  113 

20.  Volume  of  Intercity  Freight  Traffic,  Selected  Years,  1940-64.  .  125 

21.  Investment  of  Commodity  Credit  Corporation  in  Commodities, 

Fiscal  Years  1960-65 .  137 

22.  Net  Flow  of  Long-Term  Financial  Resources  to  Less  Developed 

Countries,  1960-64 .  141 

23.  United  States  Balance  of  Payments,  1960-65 .  164 

Charts 

1.  Changes  in  Gross  National  Product  Since  1%1 .  33 

2.  Business  Inventory-Sales  Ratio .  37 

3.  Gross  National  Product,  Actual  and  Potential,  amd  Unemploy¬ 

ment  Rate .  41 

4.  Investment  and  High-Employment  Saving .  43 

5.  Free  Reserves .  50 

6.  Selected  Interest  Rates .  51 

7.  Consumer  Prices .  66 

8.  Whblesale  Prices .  67 

9.  Backlog  of  Manufacturers’  Unfilled  Orders  for  Durable  Goods 

in  Three  Postwar  Expansions .  70 

10.  Changes  in  Compensation,  Prices,  and  Productivity  in  the 

Private  Economy .  77 

11.  World  Trade  and  Reserves .  157 

12.  U.S.  Balance  of  International  Payments .  161 

1 3.  Role  of  Federal  and  State  and  Local  Governments  in  the  Economy.  175 


30 


CONTENTS 


National  income  or  expenditure:  Page 

C-1.  Gross  national  product  or  expenditure,  1929-65 .  209 

C-2.  Gross  national  product  or  expenditure,  in  1958  prices,  1929-65 .  '  210 

C-3.  Gross  national  product  by  major  type  of  product,  1929-65 .  212 

C-4.  Gross  national  product  by  major  type  of  product,  in  1958  prices, 

1929-65  .  213 

C-5.  Implicit  price  deflators  for  gross  national  product,  1929-65 .  214 

C-6.  Gross  national  product:  Receipts  2md  exjjenditures  by  major  economic 

groups,  1929-65 .  216 

C-1.  Gross  private  and  government  product,  in  current  and  1958  prices, 

1929-65  .  218 

C-8.  Personal  consumption  expenditures,  1929-65 .  219 

C-9.  Gross  private  domestic  investment,  1929-65 .  220 

C-10.  National  income  by  type  of  income,  1929-65 .  221 

C-11.  Relation  of  gross  national  product  and  national  income,  1929-65.  .  . .  222 

C-1 2.  Relation  of  national  income  and  personal  income,  1929-65 .  223 

C-1 3.  Sources  of  personal  income,  1929-65 .  224 

C-1 4.  Disposition  of  personal  income,  1929-65 .  226 

C-1 5.  Total  and  per  capita  disp>osable  personal  income  and  ptersonal  con¬ 
sumption  expenditures,  in  current  and  1958  prices,  1929-65 .  227 

C-1 6.  Number  and  money  income  of  families  and  unrelated  individuals, 

1947-64  .  228 

C-1 7.  Financial  saving  by  individuals,  1939-65 .  229 

C-1 8.  Sources  and  uses  of  gross  saving,  1929-65 .  230 

Population,  employment,  wages,  2ind  productivity: 

C-1 9.  Population  by  age  groups:  Estimates,  1929-65,  and  projections, 

1970-85  .  231 

C-20.  Noninstitutional  population  and  the  labor  force,  1929-65 .  232 

C-21.  Civilian  employment  and  unemployment,  by  sex  and  age,  1947-65. .  234 

C-22.  Selected  unemployment  rates,  1948-65 .  235 

C-23.  Unemployment  by  duration,  1947-65 .  236 

C-24.  Unemployment  insurance  programs,  selected  data,  1940-65 .  237 

C-25.  Number  of  wage  and  salary  workers  in  nonagricultural  establishments, 

1929-65  .  238 

C-26.  Average  weekly  hours  of  work  in  selected  industries,  1929-65 .  240 

C-27.  Average  gross  hourly  earnings  in  selected  industries,  1929-65 .  241 

C-28.  Average  gross  weekly  earnings  in  selected  industries,  1929-65 .  242 

C-29.  Average  weekly  hours  and  hourly  earnings,  gross  and  excluding  over¬ 
time,  in  manufacturing  industries,  1939-65 .  243 

C-30.  Average  weekly  earnings,  gross  and  spendable,  in  m2mufacturing 

industries,  in  current  and  1957-59  prices,  1939-65 .  244 

C-31.  Indexes  of  output  per  man-hour  and  related  data,  1947-65 .  245 

Production  and  business  activity: 

C-32.  Industrial  production  indexes,  industry  groupings,  1947-65 .  246 

C-33.  Industrial  production  indexes,  market  groupings,  1947-65 .  248 

C-34.  Manufacturing  capacity,  output,  and  utilization  rate,  1948-65 .  249 

C-35.  New  construction  activity,  1929-65 .  250 

C-36.  Business  expenditures  for  new  plant  and  equipment,  1939  and  1945- 

66 .  251 


7195-983  O— eo - 14 


205 


Production  and  business  activity — Continued  Page 

C-37.  New  housing  starts  and  applications  for  financing,  1929-65 .  252 

C-38.  Sales  and  inventories  in  manufacturing  and  trade,  1947-65 .  254 

C-39.  Manufacturers’  shipments  and  inventories,  1947-65 .  255 

C-40.  Manufacturers’  new  and  unfilled  orders,  1947-65 .  256 

Prices: 

C-41.  Wholesale  price  indexes,  by  major  commodity  groups,  1929-65 .  257 

C-42.  Wholesale  price  indexes,  by  stage  of  processing,  1947-65 .  259 

C-43.  Consumer  price  indexes,  by  major  groups,  1929-65 .  261 

C-44.  Consumer  price  indexes,  by  special  groups,  1935-65 .  262 

Money  supply,  credit,  and  finance: 

C-45.  Money  supply,  1 947-65 .  263 

C-46.  Selected  liquid  assets  held  by  the  public,  1946-65 .  264 

C-47.  Bank  loans  and  investments,  1929-65 .  265 

C-48,  Bond  yields  and  interest  rates,  1929-65 .  266 

C-49.  Federal  Reserve  Bank  credit  and  member  bank  reserves,  1929-65.  .  .  268 

C-50.  Short-  and  intermediate-term  consumer  credit  outstanding,  1929-65 .  .  269 

C-51.  Instalment  credit  extended  and  repaid,  1946-65 .  270 

C-52.  Mortgage  debt  outstanding,  by  type  of  prop>erty  and  of  financing, 

1939-65  .  271 

C-53.  Net  public  and  private  debt,  1929-65 .  272 

Government  finance: 

C-54.  U.S.  Government  debt,  by  kind  of  obligation,  1929-65 . .  273 

C-55.  Estimated  ownership  of  U.S.  Government  obligations,  1939-65 .  274 

C-56.  Average  length  and  maturity  distribution  of  marketable  interest-bear¬ 
ing  public  debt,  1946-65 .  275 

C-57.  Federal  administrative  budget  receipts  by  source  and  expenditures  by 

function,  fiscal  years  1939-67 .  276 

C-58.  Federal  administrative  budget  receipts  and  expenditures  and  the 

public  debt,  1929-67 .  278 

C-59.  Government  cash  receipts  from  and  payments  to  the  public,  1 946-67 .  279 

C-60.  Government  receipts  and  expenditures  in  the  national  income  ac¬ 
counts,  1929-65 .  280 

C-61.  Federal  Government  receipts  and  expenditures  in  the  national  income 

accounts,  1946-67 .  281 

C-62.  Reconciliation  of  Federal  Government  receipts  and  expenditures  in 
the  administrative  budget  and  the  consolidated  cash  statement  with 
receipts  and  expenditures  in  the  national  income  accounts,  fiscal 

years  1963-67 .  282 

C-63.  State  and  local  government  revenues  and  expenditures,  selected  fiscal 

years,  1927-64 .  283 

Corporate  profits  and  finance: 

C-64.  Profits  before  and  after  taxes,  all  private  corporations,  1929-65 .  284 

C-65.  Relation  of  profits  after  taxes  to  stockholders’  equity  and  to  sales, 

private  manufacturing  corporations,  by  industry  group,  1 958-65 . . .  285 

C-66.  Sources  and  uses  of  funds,  nonfarm  nonfinancial  corporate  business, 

1954-65  . 287 

C-67.  Current  assets  and  liabilities  of  United  States  corporations,  1939-65 . .  288 

C-68.  State  and  municipal  and  corporate  securities  offered,  1934-65 .  289 

C-69.  Common  stock  prices,  earning^,  and  yields,  and  stock  market  credit, 

1939-65  .  290 

C-70.  Business  population  and  business  failures,  1929-65 .  291 


2o6 


Agriculture:  Page 

C-71.  Income  firom  agriculture,  1 929-65 .  292 

C-72.  Farm  production  indexes,  1929-65 .  293 

C-73.  Indexes  of  prices  received  and  prices  paid  by  farmers,  and  parity  ratio, 

1929-65  .  294 

C-74.  Selected  measures  of  farm  resources  and  inputs,  1929-65 .  296 

C-75.  Farm  population,  employment,  and  productivity,  1929-65 .  297 

C-76.  Comparative  balance  sheet  of  agriculture,  1929-66 .  298 

International  statistics: 

C-77.  United  States  merchandise  exports  and  imports,  by  commodity  groups, 

1957-65  .  299 

C-78.  United  States  balance  of  payments,  1 947-65 .  300 

C-79.  United  States  merchandise  exports  and  imports,  by  area,  1957-65  .  .  .  302 

C-80.  United  States  foreign  assistance,  by  type  and  area,  fiscal  years  1 946-65 .  303 

C-81.  International  reserves,  1949,  1953,  and  1960-65 .  304 

C-82.  United  States  gold  stock  and  holdings  of  convertible  foreign  currencies 

by  U.  S.  monetary  authorities,  1949-65 .  305 

C-83.  Price  changes  in  international  trade,  1 957-65 .  306 


I  Note. — Detail  in  these  tables  will  not  necessarily  add  to  totals  because  of 

rounding. 

Data  for  Alaska  and  Hawaii  are  not  included  unless  specifically  noted. 
Unless  otherwise  noted,  all  dollar  figures  are  in  current  prices. 


207 


